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other European countries and to the rest of the world, including the US (see
Table 2%). In very large part, also, the high level of busineas activity was
consciously promoted by government policies in Western Europe.

The rapid expansion of European exports during this period was trace-
able to the improved competitive position of Europe in world markets. Pro-
ductive capacity was being modernived and expanded rapidly, and Eurcpean
prices remained relatively constant. Labor productivity in important sectors
rose significantly as a result of the new capacity. In the larger continental
countries, productivity rose more rapidly than did wages. Profits expanded,
and prospects were bright. At the same time, rising US prices and Bagging
export efforts enabled European goods to compete more successfully with US
commodities throughout the world.

The decline in the rate of growth of European industrial production that
began in 1960 resulted from an expected decline in the volume of foreign in-
vesiment in the Common Market countries, from declining rates of domestic
investment as rising wages and less Tapidly rising prices narrowed profit
margins, and froma slowing pace in the growth of exports. Foreign invest-
ment, which had flowed to Europe in anticipation of the Common Market
tariff wall, declined as large international companies acquired productive
capacity on the Continent. The movement of private US capital into Europe
reached a peak in 1960, reflecting the volume of direct investment by US
corporations and of new foreign security issues marketed in the US. The
flow of private US capital to Europe, although declining since 1960, remains
high.

Since 1959, average prices in Europe have been rising. Furthermore,
revaluation of the German mark and the Dutch guilder in March 1961 raised
those countries' prices in terms of other currencies. Meanwhile the general
level of US wholesale prices has shown no net change since 1958, and average
prices of industrial commodities have been stable since 1959. The resulting
improvement in the US competitive position has been accompanied by declin-
ing rates of export growth for European countries. The declining rate of in-
craase in export volume has been due not only to more intense competition

* P, 7: bGlOW’-
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growth rates and price trends that have characterized the two large indus-
trial areas since 1958, Between 1958 and 1960, when European industrial
Production was expanding rapidly, the US economy recovered only slowly
from the 1958 Tecession. After 1960, however, as US economic activity
quickened, the rate of European economic expansion declined. U8 exports
to Europe changed littie between 1958 and 1959, but in 1960 they increased
by nearly 40 percent. At the same time, however, US imports from Europe
increased by nearly 40 percent in 1959, but in 1960 they actually declined.

In 1961, US exports remained at the high level of the preceding year (§6. 3
billion), while Us imports continued to decline, but by only 3 percent.

A8 a result of thege changes, the US export surplus to Europe, which
in 1958 was $1.2 billion and was eliminated in 1959, not onty reappeared
but was nearly doubled in 1960, reaching $2.1 billion. In 1961 this export
surplus roge slightly, to $2. 2 billion. During the first half of 1962, Us
imports from Europe again started to rise, and although exports continued
upward, the more rapid import expansion caused a decline in the export
surplus (see Table 4okk)

3. Proxgects

In the second half of 1961 the decline in European industrial growth leveled
off from an average annual rate of 8§ percent in 1958-60 to one of 4 to 5 per-
cent, a rate that has been maintained thus far in 1962, The Preponderance of
economic opinion, both in the US and in Europe, expects the current rate of

Tw p, Sbetow-

% p. 9, below.
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European economic growth to be maintained through 1963. Although certain
pockets of unemployment persist, notably in the UK and Italy, employment
remains high and consumer demand strong. The two European countries
whose growth rates have declined most, Germany and the UK, have been
depleting inventories for the past 12 to 18 monthe and are expected to initiate
inventory réplacement in the near future. With most European governments
committed to a policy of sustained growth, they are prepared to invoke ap-
propriate countercyclical monetary and fiscal measures whenever necessary.
to maintain a high level of production and employment. Indeed, Germany
and the UK already have initiated action. In most of the other large European
countries, however, such measures are not now neces sary, ¥

As a result, the aggregate demand of Western Europe for imports from
the US is expected to remain high, although significant shifts should occur
in its commodity composition. The shift from investment demand to con-
sumer demand as the dynamic force in the economies of Western Europe is
likely to result in a decline of US exports of machinery and metal manufactures,
Furthermore, the initiation of the Common Agricultural Tariff by the European
Economic Community (EEC) made effective on 31 July 1962 is expected to result
in some reduction of US exports of foodstuffs to the gix EEC countries. At the
same time, however, the increased weight of European consumer demand
should result in 2 substantial expansion of the market for consumer goodse and
related materials and equipment. Beyond this, the determinant of whether US
exports to Europe will be equal to or greater than their present level lies in
the administration of recent US trade legislation.

The manner in which the tariff-cutting authority contained in the Trade
Act of 1962 will be administered in practice and the levels of income actually
achieved in the US and Europe will be the critical factors in US -~ West
European trade. Should excess capacity develop in Europe and become
widespread, should prices cease to rise and should wages level off or de-
cline, and should these eventualities coincide with rising US prices and wages,
then US imports from Europe probably would expand rapidly, US exports to
Europe would contract, and the US export surplus could be converted into &

* For brief accounts of economic prospects in the major Western European
countries, see the attached Annexes.
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sizable import surplus. Ewen under such conditions, however, duruping by
European producers in the US market would be unlikely because of the
buoyant conditions postulated for the US. In order for dumping in the asual
Sense -- that is, sales abroad below domestic prices and £oat -~ to be wide~
spread, it would be necessary for markets both in Kurope and in the US to
be undergoing stagnation or contraction. Such conditions appear unlikely
for the foresesable futurc,

pean incomes are expected to rise and because reciprocal tariff reduction

is expected to be followed by export expansion. Although rising US income
will be accompanied by rising imports, as long as US prices remain com-
petitive, tmporte will rise RO niore rapidly than income. Thus, if Euro-
pean and US iocomes §row at roughly the same rate, and especially if tariff
revisions are followed by expansion of €Xports, it seems likely that the US
export surplus with Eurcpe will remain at appraximately the current level,
Attracted by investment Opportunities, US business in the past few years

has made very sizable investments in Western Eurcpe, contributing thereby
to the US balance of payments deficit. The currently slower rate of economic
growth in Weatern Europe, and Particularly the slackening of planned invest-
ment activities, may be sxpected to reduce US exports of capital to the area,
decreasing thereby the US balance of payments deficit on capital account,
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Table 1

Rates of Growth of Industrial Production
in Western Burope

195762
_ Percent
Europe EEC &/ EFTA Y/
Apral
l £
1957 1.5 2.9 0.0
1 )
Ig% 6.0 6.3 5.0
1960
1959 9.9 1.8 7.2
1 B
1 k.5 6.4 1.5
Guarterly (seasonsll
adjusted
1961 -
% (1ot quarter) 5.2 - 1.5
196l .
1%%3 (2nd quarter) 5.2 6.4 a.p
1961 '
1% 55 (34 quarter) 5.8 k.6 2.2
161 ) ’
1950 (4th quarter) 3.1 5.6 0.0
196 _ .
—%gig";; (18t quarter) 4,3 6.1 0T
T (2nd quarter) L,s ' 6.0 0.7

o——

Source: Organizetion for Furopean Cooperation and Devel nt
Economic Indicators, August 1062, eiopment, Main

. Buropean Economic Comumnity.
b. Buropean Free Trade Area.
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Table 2

Annual Changes In the Level of Exporis
of Western Buropesn Coumtrles

1958-62
Parcent
omcp &/ Emg b/ mm &/
33%5 ; -0. 5 +1.1 w2, 1{;
i‘-?%s +8.3 +11.0 4.8
1 *5Q +14.3 +17.T 9.0
% :é‘ *T"’" +848 'F‘S.E
1962 (first halfg ) .0 o
1961 {ﬁmt nal? +6.3 7

Soarce: Organization for Buropean Cooperation and Development, Mein
Eeopomic Indicators, August 1962.

a, Organizetion for European Cooperation and Development.
b. Ruropesn Econcmic Commpnlty.
¢. Buropesn FPree Trade Ares.
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Table 3

Anpmupl Changes in the Level of Imports
of Western Buropesn Countries

1958-62
oEcp &/ mx b/ . &/
I
1958 6.6 1.6 6.0

%gg% *3.7 35 +5.2

1961 ‘ '

1560 o +8.6 0.0
1% (Pivst half

1961 ifmt half;- Tl +10.9 0.7

Source: Organizatlon for Buropean Cooperation and Develorment, Vein
Econcmie Tndieetors, August 1962.

a. Organization for European Cooperstion and Development,
b, Burcpean Ecopomic Compminity.
¢. Europesn Free Trade Area.
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Toble &

UB Trude with Western Eurapa
Value and Rate of

195862
US Exports | US Imporis
o Trom Bet US
Western Europe Western Europe Exports
Billion Dollsrs
1958 b5 343 1.2
1959 h.s k.5 Hegl.
1960 2.3 k.2 2.1
1961 6.3 4.1 2.2
January-June
| lgél 3.1 - 1.9 1.3
1952 343 2.3 1.0
Anmael) Rates of Growth {Percent)
1 ) ‘

T 0.5 37.2
1960
1955 35.2 -T+5
19 ]
l ‘3 "O-“ “‘fzﬁua
Jemsyy-Jaie
l +
g% ,3 20 %
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Sources: Department of 6mrce, WIIS Statietical Reports, Fart 3
Ho. 61~11, and International Comserce, 8 October E%E
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